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ORDER NUMBER
G-80-16

IN THE MATTER OF
the Utilities Commission Act, RSBC 1996, Chapter 473

and
FortisBC Inc.

Application for Approval of Treatment for Major Project Capital Expenditures
under the Multi-Year Performance Based Ratemaking Plan for 2014-2019

BEFORE:
N. E. MacMurchy, Commissioner
onJune 3, 2016

ORDER

WHEREAS:

A.

On March 15, 2016, FortisBCInc. (FBC) filed an application for Treatment of Capital Expenditures for major
projects that had been proposed as Certificate of Public Convenience and Necessity (CPCN) projects by FBC
underits Performance Based Ratemaking Plan (PBR Plan) for 2014 through 2019 (Application). The major
projects were defined as Upper Bonnington Old Units Refurbishment, Ruckles Substation Upgrade, Grand
Forks to Warfield Fibre and Grand Forks Terminal Station Transformer Addition (the Projects);

On September 15, 2014, the British Columbia Utilities Commission (Commission) issued Order G-139-14
which setout the PBR Plan for 2014 through 2019 (FBCPBR Decision);

On pages 174 and 175 of the FBC PBR Decision, the Commission invited submissions fromal | parties on
issues related to how certain capital projects would be excluded from the capital spending formulasinthe
PBR Plans (Capital Exclusion Criteria);

OnJuly 22, 2015, the Commissionissued Order G-120-15 (Capital Threshold Decision) which set FBC's PBR
materiality threshold at $20 million, to be used to determine whether capital costs are eligible for exclusion
from FBC’s formula-driven capital spending, and which maintained FBC’s CPCN dollar threshold at $20
million;

On April 11, 2016, the Commissionissued Letter L-7-16 seeking comments from intervenersinthe FBCPBR
and Capital Threshold proceeding onthe Application;

The Commission received comments from the British Columbia Sustainable Energy Association and Sierra

Club of BC, the Commercial Energy Consumers, the British Columbia Old Age Pensioners’ Organization et al.
and Mr. N. Gabana. FBC submitted its reply submission on April 28, 2016.
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H. The Commission consideredthe Application and commentsreceived and determines that clarification of the

treatment of the Projects within the PBRPlanis warranted.

NOW THEREFORE pursuantto sections 45, 59 and 60 of the Utilities Commission Act and forthe reasons setout
as Appendix Ato this order, the British Columbia Utilities Commission orders as follows with respect to the
Projects:

1

FortisBClInc. (FBC) is directed tofile an application fora Certificate of Public Convenience and Necessity
(CPCN) forthe Grand Forks to Warfield Fibre and Grand Forks Terminal Station Transformer Addition
projects should those projects proceed. Forregulatory efficiency, FBC may file asingle CPCN application for
these related projects.

FBC must seek approval of the Ruckles Substation Upgrade and Upper Bonnington Old Units Refurbishment
projects as part of the Performance Based Ratemaking (PBR) Annual Review. Forthe UpperBonnington Old
Units Refurbishment projects, FBCis directed toinclude informationinits business case that specifically
addresses the timing of the four units to be refurbished in terms of need and cost effectiveness. Should the
location of the Ruckles Substation Upgrade change fromits existinglocation, a CPCN application will be
required.

To the extentthatthe Projects are granted a CPCN or pre-approval inthe PBR Annual Review, FBCis
approved to flow through the actual capital expenditures outside of the formula-driven capital underthe
PBR Plan. Project final costs will be reviewed as part of the PBR Annual Reviewbefore adding the capital
expenditures to rate base on January 1 of the year following the in-service date of the Projects.

DATED at the City of Vancouver, in the Province of British Columbia, this 3 day of June 2016.

BY ORDER

Original signed by:

N. E. MacMurchy
Commissioner

Attachment
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FortisBC Inc.
Application for Approval of Treatment for Major Project Capital Expenditures

under the Multi-Year Performance Based Ratemaking Plan for 2014-2019

REASONS FOR DECISION

1.0 BACKGROUND

On March 15, 2016, FortisBClInc. (FBC) filed an application fortreatment for certain major project capital
expenditures underthe multi-year Performance Based Ratemaking (PBR) plan for 2014-2019 (Application). FBC
isseeking approval tofile four capital projects forapproval in future PBR Annual Reviews (if they proceed during
the remaining PBRterm), and for treatment as flow-through capital expenditures outside of the PBR Base
Capital formulaamount. Costs would be added to rate base January 1 of the year following theirin-service date.
FBCisalsorequestingrelief from havingtofile Certificate of PublicConvenience and Necessity (CPCN)
applicationsfortwo projects for which it was previously directed to file CPCNs, namely the Grand Forks to
Warfield Fibre and Grand Forks Terminal Station Transformer projects.

FBC statesthereisa needto determinethe regulatory treatment of four major projects for which FBC plans to
incur capital expenditures during the remaining term of the PBR Plan. These four projects are:

1) Upper Bonnington Old Units Refurbishment;

2) RucklesSubstation Upgrade;

3) Grand forksto Warfield Fibre; and

4) Grand Forks Terminal Station Transformer Addition (the Projects).

The regulatory treatment of the Projectsis unclear since the Projects, which were identified as CPCN projectsin
FBC's PBR application, fall below the subsequently revised capital exclusion threshold for exclusion fromthe PBR
formuladetermined in the Capital Exclusion Criteria Decision (Order G-120-15)."

11 Review process undertaken

The British Columbia Utilities Commission (Commission) issued letter L-7-16 seeking comments from interveners
inthe PBRand Capital Exclusion Criteria proceedings on the Application, specifically to address the following
questions:

1.  Wereany/all of the fourProjects excluded (to be treated as flow -through capital) in establishing and
approving the formula-driven base capital forthe PBRPlan?

2. Subjectto approval of any/all of the Projects to proceed, and with specificreference to Orders G-138-14
and G-120-15, should any/all of the four Projects be included in formula-driven capital under PBR, or
afforded flow-through treatment?

! previous dedsions relative to thisproceeding include:
e OrderG-139-14 FBCPBR Decision
e OrderG-120-15FBCCapital Exclusion Criteria Decision
e OrderC-2-16 KootenayOperations Centre Decision
e OrderG-110-12 FBC2012-13 Revenue Requirements Decision
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3. Shouldthe Commission require CPCN applications forany/all of the Projects orwould reviewing for
approval as part of a future PBR Annual Reviews as proposed be agreeable?

The Commission received comments from the British Columbia Sustainable Energy Association and Sierra Club
of BC (BCSEA), the Commercial Energy Consumers Association of British Columbia (CEC), the British Columbia
Old Age Pensioners’ Organization et al. (BCOAPO) and Mr. N. Gabana. FBC submitted its reply submission on
April 28, 2016.

1.2 Flow-through treatment of the Project

Intervener Comments

Both BCSEA and BCOAPO agree thatthe four projects were clearly identified as proposed CPCN flow-through
projectsinthe original PBRand that the Commission recognized thatin approving the base capital. Both also
supportthat the four projectsrightly should be treated as flow-through capital since they were notincludedin
the PBR base capital for reasons that were applicable at the time. BCOAPO furtherstatesthat by Order
G-120-15, the Commission altered the criteriaforexclusion of capital by eliminating the non-financial criteria
but did not commenton the impact of that subsequent decision on the proposed CPCN projects. BCOAPO also
references the Kootenay Operations Centre CPCN (KOC) Decision as supporting flow-through treatment for
these other proposed CPCN projects.

CEC disagrees with flow-through treatment. It states that the Projects were reasonably known to the
Commissioninthe two proceedings and that none of the Projects were specifically established by the
Commissionto be treated as flow-through and therefore, the Projects are appropriately considered to be
included inthe capital spending formula. CEC agrees that these projects were identified as CPCN projectsin the
PBR proceeding, howeverit states:

The CEC does notagree that FBC's identification of FBC's proposed CPCN projects means
that they were recognized by the Commission as being properly to be treated as flow
through. The Commission did decidetotrack certain projects outside formulaand deducted
$54,882 million from rate base to account forthese projects. [PBR Decision, p. 210] These
projects do not include any of the above listed projects. The CEC submits that other capital
projectsonthe record were included in rate base unless explicitly excluded orexcluded
underother criteria established by the Commission.’

CEC states the following, which it attributes to the Commission’s Capital Exclusion Criteria Decision (G-120-15):

In the case of FBC, an adjustmenttothe base capital for2016 would be necessary only if
there are material capital projects accounted forin the base capital that would now also be
eligible forexclusion under FortisBC's proposal to lower the CPCN threshold for FBC from
$20 million to $5 million.?

CEC submitsthatthe above statementis evidencethatthe Commission considered that the capital projects
were includedinthe base and formulaicspending. They would need to lower the base capital inthe eventthat
the projects were eligible for exclusion under FBC's proposed lower threshold. *

2 CEC Final Submission, p. 2
*Ibid, p.3
*Ibid, p.4
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FBCinits reply submission points out that CEC incorrectly referenced the quote above to the Capital Exclusion
Criteria Decision. It wasinfact a quote from FBC’s reply evidence in that proceeding and referred to its proposal
to reduce the CPCN threshold. FBCfurthernotesthatinthis reply submission FBC subsequently stated:

Under FortisBC’s proposal, no adjustment to the base is necessary for FBC since the
proposed reduction of the CPCN threshold to $5 million from $20 million does notresultin
fewer(ormore) projects subject to CPCN applications overthe course of the PBR term as
compared to the original proposal. All of FBC’s capital projects cited by CEC (highlighted in
the table above) would have qualified for exclusion asa CPCN project underone of FBC's
existing non-financial criteriaand were notincluded in the base capital.

CEC argues that the Commission rejected the position thata projectrequiringa CPCN metthe criterion for
capital exclusion under PBRand further, thatonly a project exceeding S20 million met the materiality threshold
for exclusion from formula-driven capital spending for the purpose and duration of the current PBR plan for FBC.
CEC cited the following:

NOW THEREFORE for the attached reasons for decision, pursuant to section 60 of the Utilities Commission Act, the
Commission orders, for the purpose and duration of the current Performance Based Ratemaking (PBR) Plans for FortisBC
Inc. (FBC) and FortisBC Energy Inc. (FEI), that:

1. FBC's and FEI's PBR materiality thresholds are set at $20 million and 515 million, respectively. These materiality
thresholds shall be used to determine whether capital costs are eligible for exclusion from the FBC's and FEI's formula-
driven capital spending. 5

CEC furthernotesthatif FBCrequires an adjustmenttothe PBR base (and/orformula) toincorporate the above
projects, itshould have filed fora Reconsideration.

1.3 Project approval process

Intervener Comments

BCOAPO supportsincorporating the project reviewsin the Annual Review for efficiency with two caveats:

e The Commissionshouldindicate thatitexpectsthe business case provided toidentify any
public/stakeholder consultation FBC has undertaken, note any issues/concerns identified and how FBC
proposesto addressthem.

e Ifthereis significantstakeholderinterestinaproposed projectit could be severed as a phase 2 of the
Annual Review to notjeopardizethe schedule forthe Annual Reviewand allow adequate opportunity to
review the project(s).

BCSEA supports having the project reviews as part of the Annual Review including each of the four Upper
Bonnington turbine refurbishments.

CEC recommends the Commission require FBCtofile CPCNs forthe Grand Forks Transformerand Grand Forks to
Warfield Fibre projects sinceit was directed todo so in Order G-110-12, and an adequate justification to change

> Order G-120-15 FBCCa pital Exclusion Criteria Decision, Directive 1.
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that decision has notbeen provided. CECdoes not oppose the Upper Bonnington and Ruckles Substation
projects being reviewed inan Annual Review.

14 FBC reply submission

FBC submitsthatitis “incontrovertible that the Projects were excluded when the formula-driven base capital for
the PBR Plan was established” stating that “the formula-driven base capital was set based on FBC's proposal that
the formula-driven base capital would exclude projects that metthe CPCN criteria that existed at the time of
FBC’s PBR Application.”

FBC alsorefers tothe KOC Decision, whichitargues “makes clearthat those projectsidentified as CPCN projects
inthe PBR Decision should not be included in Base Capital expenditures regardless of whetherthey meetthe
$20 million threshold.”® FBC argues that not granting flow-through treatment would result in the deadband
being exceeded with would require the Commission to revisitthe question thatis before itinthis Application,
namely to grant flow-through treatment oradjust the formula-driven base capital. FBCrestates its justification
why adjustingthe base capital isan inferior optionincluding that the Commission would not have an
opportunity to review the projects before they are undertaken.’

Initsreply, FBC notes all comments support the Annual Review and addresses BCOAPQO’s caveats and CEC's
comments.

e FBC can committo filing consultation materials forthe Annual Review.

e Asecondphase of an Annual Review is an option forthe Commissionif it concludes further processis
requiredtoreview the Projects.

e Commission concerns with Grand Forks to Warfield Fibre and Grand Forks Terminal Addition have been,
or will be, addressed as part of Annual Review filing materials.

FBC concludes by stating that:

CEC does not address the fundamental issue facingthe Commission in this proceeding,
whichiswhat isthe most appropriate and reasonable regulatory treatment of the Projects.
CEC argues that the Commission should not attemptto address thisissue by granting flow-
through treatment, butinstead force FBCto exceed the dead band even though exceedance
of the dead band due to expenditures onthe Projects would not be indicative of the
expenditures FBC could be expected to manage under the formula-driven base capital

Commission determination

The Panel agrees with FBC, BCOAPO and BCSEA that the four projects for which FBC is seeking regulatory
treatmentinthis Application were identified in the PBR application as CPCN projects at that time. Since these
projects were identified as CPCN projects at the time, these capital expenditures werenotincludedinthe
proposed and approved formula-driven base capital. The Commission therefore finds it just and reasonable
and therefore approves pursuant to section 59 and 60 of the Utilities Commission Act (UCA) that the
expenditures for the Projects be excluded from the formula-driven base capital amount and should be flowed-

®FBC ReplySubmission, p.7
"FBC Reply Submission, p. 8.
8FBC ReplySubmission, p. 11.
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through as applied for subject to review and approval of the Projects. The Commission also recognizes that this
treatmentis consistent with the Commission’s decision for the capital treatment for the Kootenay Operations
Centre CPCN. The Panelinthe KOC Decision noted, amongotherreasons, that “itwould not be reasonable to
considerthe KOCprojectas includedinthe PBR cost base, because the KOC project was specifically anticipated
inthe original PBR hearing (with an estimate of approximately $16 million) to be excluded from the PBR
formula.”

FBC isrequesting that the four projects be reviewed forapproval in future PBR Annual Reviews and not as CPCN
filings, including relief from filing CPCNs for two of the projects for which the Commission previously directed
FBC to file CPCNs. FBC proposesto submitabusiness case foreach projectinthe PBR Annual Review, which
would be similartoa CPCN application, but with an AACE Class 4 degree of cost estimate accuracy instead of
Class 3. It proposes a process as part of the PBR Annual Review involving one round of information requests and
aworkshopforthe review of the Projects as a condition of the acceptance as flow -through capital. Itis
presumed that FBC makes thisrequest onthe basis of it being more efficient to review the Projectsin the PBR
Annual Review by providing “business case” review materials, which would coverlessand be of a lowerdegree
of estimate accuracy thanfor a CPCN review and thata separate CPCN proceeding could be avoided.

FBC basesits requeston the change to the CPCN criteria set outin the Capital Exclusion Criteria Decision which
continued the $20 million CPCN threshold but removed the qualitative criteria used by FBC. The Commission
notes that inthe Capital Exclusion Criteria Decision, although the Commission removed the qualitative criteria
that FBC had previously used to determine when a CPCN would be required, the Commission confirmed that it
may require a CPCN review for projects below the $20 million CPCN threshold if it finds that pursuant to section
45 of the UCA it isin the publicinterestto do so.'® The Commission finds that CPCN applications are required
for the Grand Forks Transformer Addition and Grand Forks to Warfield Fibre projects for the following reasons.

e The Commission previously directed FBCto file aCPCN for the two Grand Forks projects (identified as
two portions of one project, Order G-110-12) explicitly rejecting the expenditures at that time because
the need was not apparent and alternativesto preserve benefits to ratepayers needed addressing.

e Thereisno evidence thatthe publicinterest concernsthat previously resulted in the Commission
ordering CPCNs forthe Grand Forks projects have changed.

The request for reviewinthe PBR Annual Review is approved for the Upper Bonnington Old Units
Refurbishment project(s). FBCis directed to include informationinits business case that specifically addresses
the timing of the four units to be refurbished in terms of need and cost effectiveness.

The request for reviewin the PBR Annual Review is approved for the Ruckles Substation Upgrade project
provided a newlocation from the existing substationis not required. Should a newlocation be required FBCis
directed to file a CPCN for the project.

9 Order C-2-16, Reasons for Decision, p. 26.
10 Order G-120-15, Directive 2.
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